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Memorandum for: ^ Senate B111 8 i 2 , 1 100 Tuesday , ; 

D,' 29 October 19 85 

^ h& nn i na to this NSC meeting as you will 

be at S^plin/ft^you/appearance before the 
Senate Judiciary Committee. 

Nevertheless « »'* "conwuld" 

attached 

PaCka 9 e specifically, you should scantZZ] “«" ng 

memo and the draft talking r p °J,Jq es tions re what 
if you have any comments . k 9 ' vou can let him know, 
position you want John to take,^ can 
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SECRET 

The Director of Central Intelligence 

Washington, D.C. 20505 


National Intelligence Council 


NIC 05356-85 
25 October 1985 


MEMORANDUM FOR: Director of Central Intelligence 

Deputy Director for Central Intelligence 


FROM: 

Acting National Intelligence Officer for Economics 
SUBJECT: NSC Meeting on Senate Bill 812 


25X1 


1. On Tuesday, 29 October, the President will chair an NSC meeting 
to determine the Administration's position on S. 812, the Financial 
Export Control Act, which would give the President powers to bar lending 
by US institutions to "controlled" countries. 

2. Senators Garn and Proxmire proposed S. 812 (Attachment B) as a 
way of preventing the Soviet Bloc from using funds borrowed in the United 
States to finance the transfer of technology or to fund other activities 
such as support for Nicaragua. The bill was introduced on 28 March after 
elements contained in it were deleted from the Export Administration Act. 

3. In terms of substance, it would, of course, be impossible to 
craft legislation to stop US funds from flowing indirectly to the Bloc. 
The Justice Department argues that provisions in the bill would allow the 
President to avoid excessive use of the Emegency Powers Act (IEPA), 
invoked for the Nicaragua sanctions. Others within the Administration 
argue that the President ought to have the power to take actions short of 
those under IEPA if the situation warrants, even if those actions only 
send a strong political message. 

4. We have at least two points to make as input to any discussions 
of S. 812: 

This is an appropriate time to consider such powers because the 
Soviet Union will suffer a substantial decline in hard currency 
earnings over the next five years, and Western credits will be 
needed if Moscow is to maintain its purchases of Western 
machinery, equipment and technology (see Attachment C). 


CL BY SIGNER 
DECL OADR 
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SUBJECT: NSC Meeting on Senate Bill 812 


— In terms of targeting, however, it is not clear whether S. 812 
is aimed properly. It should, perhaps, be broadened to cover 
those states that support terrorism such as Libya. 

5. The meeting on Tuesday will focus on three options. 

1. Giving Administration support to the spirit and intent of S. 

812. 


2. Having 0MB announce that it will work with the Senate to 
' craft legislation along the lines of the proposed bill. 

3. Announcing that the Administration supports the spirit and 
intent of the bill, but saying that the Administration will use 
procedures short of legislation to achieve the same ends. 

The Secretaries of Treasury, State, and Commerce oppose the controls 
contined in S. 812, arguing that they would be ineffective. Defense, 
0MB, and perhaps, NSC are in favor of some powers along the lines of 
S. 812, although not necessarily in the form provided in the bill. 


Attachments: 

A. Talking Points 

B. Senate 812 

C. USSR: Declining Hard Currency Earnings 

D. Eastern Europe Boom Market 

E. Soviet Oil: Gorbachev's Alternatives 


SECRET 
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SUBJECT: NSC Meeting on Senate Bill 812 


Acting NIO/Ecor 

Distribution: 
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1 - DDCI 

1 - Executive Secretary 
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1 - NIO/NESA , 

1 - 

1 - Acting NIO/Econ _ 
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which we maintain national «•- ■ 

tartly export control*. 

the past S peer* the Congress 

“ Bp Mr. OARN (for htmaell and, 

Mr. Peoxxzu): i 

S, S1L A bin to amend the Export 
Administration Act of lt79 to author 


i me controls of the export of c apita l 
{ fro m the Doited Stataeto the Cam 
i asittee 
' Urban Affairs. 

• Mr. OARN. Mr. Pr a rirtrnt today I 
am Introducing the Ptnsndal export 
Control Act. a bill authortstag the 
President to co nt rol the transfer of 
Biooey usd other financial 
front the United Statu to 


eountrtMj 

I 


fr f-n reviewing the Export Admin 

fctratkm Act In on effort to Improve 
our a*«n»r to prevent the transfer ol 

S*UW ICO* M jf 
aMraiia The Defense Department 
SSSyoocmiu^ * Prtwutertudy 
oftheSnpeet of technology transfer 
on our defense wending. Ihat study. 

which wfll soon be released, ecufirms 

what are have long feared, that tech- 
uion transfer to the Soviet bloc 
aoau m tens of billions of dollars an- 
iiy in increased defense costs. 

Mr President, although a bargain in 
•oculnztaon with our development 
' costs, the Soviets have to pay for the 
technology they o b ta in . It ic unfortu- 
wh but true that the Soviets are sue- 
aeuful in gathering Western technolo- 
gy with the help of people living in 
the Western dem o cracies. But that 
help has to be bought. In fact, the 
Western high technology smuggler de 
Bds a premium price for everything 
Belivers, and be wfll not take pay 
vdnt In rubles. This means. Mr. Presi- 
dent, that the Soviet ability to obtain 
the eeudtlve goods bod technology 
from the West that are turned against 
wi In Soviet weapon systems Is directly 
related to their ability to obtain hard 
currency. Western currencies. 

There are only a few ways that the 
Soviets can obtain hard currency. 
They ran export to the West, but the 
•uality of Soviet products Is so low 
Hut expat sales have been limited to 
exports of raw material* such u gold 
wndnatuml gas. and to anna exports. 

The other way that the SovfcU have 
to the past obtained what le for them 
very scarce Western currency Is 
through l w« from Western banks. 
This source largely dried up. however, 
over the inability of Poland and sever- 
al other Boviet allies to pay their debts 
Indthe furor caused by the realize 
that Western bonks were so 
deeply Involved to l en d ing to the 
Soviet bloc at the nme time that 
these countries were brutally repress 

few their own ciUsens. 

Lately, h o w e ver. Western European 
banks have resumed their l ending to 
the Soviet bloc. The level of lending 
reached U billion 

fold Increase over IMI. The only 
bright spot in this gloomy pictme was 
the fact that UJB. bankswere rtaytas 
out. Now that, too. Is ending. Ameri- 
can bonks are now falling over each 
other to get back Into lending to the 
Wanaw Pact, and at terms far more 
favorable than what the Western Eu- 


I 


lease to 


Pint Chicago 


largely 

at latest 
the 

tale EUBOR1. 
gave the But 
lean at only I 

flu Wes tern ] 

begun matching these terms. 


point' 


Oer-. 
points* 
offered 

Bank 

a Hi million 
above UBOR. 
have since 
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Tort * ciuoanx ts currently gyndicat- bloc military advances 5ZL~ZJrYlL.Tr . _ w 

I mb offering this bill today for con 


tag * loan to East Germany in the 
•mount of $500 million, at seven- 
eighths of a point above LIBOR or 
one-half point above the V£. prime 
rate. This loan started out at a mere 
$150 million, but there was such en- 
thusiasm for it from V£. banks that 
the East Germans were persuaded to 
increase the amount. Moreover, this 
loan ts for 7 years, with a built-in $- 
year grace period. 

Mr. President, the prime rate is cur- 
rently at 10.5 percent, so the Citibank 
loan to East Germany, In today’s 
terms, would be for a rate of 11 per- 
cent- I wonder whether any of my col- 
leagues have any constituents that 
would like to borrow money at II per- 
cent- Do they have anyone who would 
like to buy a home at 11 percent, or 
obtain credit for farm improvements 
at 11 percent? Perhaps they have some 
constituent that would like to start or 
expand a business with an 11-percent 
loan, or make an export sale. They 
very wfll may have such people, but 
they -are unlikely to find those kinds 
of loans being offered. Apparently, a 
family trying to buy a home, a fanner, 
a businessman In the United States 
cannot easily get such a rate, but the 
Bast Germans ran 

What are the East Germans going to 
do with such a loan? Are they g oing to 
expand human freedoms, increase in- 
dividual opportunity? No. Instead, the 
Bast Germans are going to use the 
money to buy Western high technolo- 
gy. They are concerned by the fact 
that their Communist economy is fall- 
ing farther and farther behind the 
economy of West Germany— and it is 
worth adding that the Bast Germans 
e»me to Citibank because the West 
German banks were requiring human 
rights c on cession s for the granting of 
their loans. 

The Bast Germans are also eager for 
Western technology because their 
soviet masters are demanding more 
high t echn ology imports from the 
Bxst Germans in exchange for 8ovlet 
energy supplies. That is to aay, al- 
though the loan is going to the East 
Germans, its benefits are going to the 
Soviets. 

Mr. President, I am not sure how we 
can best deal with this problem, but I 
do know that we are making our 
export control task all the more diffi- 
cult by lending our adversaries the 
money with which to obtain our tech- 
nology. This is a practice that must 
•top-Our banks may make some prof- 
its from the loans, although their 
troubled East European loan portfolio 
easts some doubt on that. But what- 
ever profit they may obtain Is ter 
short of the expense that it entrees os 
to make up for Soviet bloc military ad- 
vances made possible by Western tech- 
nology. What would interest rates be 
for our people If we could safely de- 
crease defense spending by tens of bil- 
lions of dollars annually? We eannot 
make such cuts, ho w ever, as long as we 


— — • iwr con- 

rny colleagues In hopes 
that it will lead to an end to the prar- 
of lending to our adversaries. This 
bill authorizes, but does not direct, the 
President to control transfers of cap- 
ital to countries against which we 
maintain national security export con- 
trols. the Soviet bloc countries. The 
President would be given full discre- 
tionary authority so a* to apply such 
controls in the manner most in keep- 
ing with our national interests. 

The bill in its current form is s dis- 
cussion draft. My colleagues may have 
aome other ideas, and some changes 
may need to be made. Perhaps the 
problem can be solved without legisla- 
tion. but I believe that the time has 
arrived to address this situation direct- 
ly. 

Mr. President, I would also like to 
mention to my colleagues that I do not 
intend to add this bill to current pro- 
posals to amend the Export Adminis- 
tration Act that are being considered 
here and in the Bouse of Representa- 
tives in connection with the reauthor- 
ixation of the Export Administration 
Act This is a separate item of legisla- 
tion..: 

Mr. President. I ask that the text of 
an article from the March 19 19$5 
edition of the Wall Street Journal* 
that details the recent Citibank loan 
along with the text of the bill and a 
section-by-eection analysis of the hoi 
be Included in the Btcoao at this 
point. 

There being no objection, the mate- 
rial was ordered to be printed in the 
Roams, as follows: 

(Plum t be Wall Street Journal Mar. 19 
1985] 

East Gbuuss Barren hw UA Bin 
Canim That Don c»» rot Bmux- 
Rims CoHcxHJom 

(By FreOerfc k Kempe) 

East Breus.— American bankers' eager 
resumption of credits to Best Germany is 
helping the country avoid human- rights 
eonceasions to its financial relationship with 
West Germany. 

Bast Germany avoided a Pohsh-Bke finan- 
cial crisis to 1982 and 1983 through two sep- 
arate credits negotiated and guaranteed by 
Bonn and extended by West Germany 
banks. In return. East Oermany era serf re- 
strictions on West Germany visits to the 
East, and it also last year allowed 40.000 
East Germans to emigrate to West Oerma- 
ny. 

Western expert* now believe that 
Oermany yielded the short-term human- 
rights concession* to pursue significant 
longer-term aims that would mare it from 
■ueh a vulnerable political position again. It 
comb ined the West German credits with a 
Met austerity program and dramatic 
“Port reduction* to eonaiderably Improve 
its economic performance and its image 
a m o n g international creditors, who now are 
competing to give the c o untry money. 


Bank of America, Mannfacturen Hanover 
and Citicorp, who were 11 fiaba test Ger- 
many new credit* a hole name mm a year 
**• Mnfc * Tokyo a 
$199 m illion credit that has grown to 9900 


S 3685 

= r~ — Z” ~ oank*’ demand. 
The Man hasn't ary political strings at- 
tached. and it* terms are the best Ets; Orr 
**» tnce the Polish repayment 
Point over the London 
° feT ^ K«e (Libor) or an option 
*®T Point over the BA. prime 

over * rven ***« with 

a tnree year grace. 

“f 1 * s political business.-’ says Wolf 
J*®* Beiffert, economic adviser to the East 
Oerman government until me. and now a 
professor in Kiel West Germany. “The at- 
tempt of East Oermany to get money from 
Ame rican and other banks is an effort to get 
western finances without liberalization 
measures. The money will give East Berlin a 
stronger hand for its politics! garnet with 
West Oermany because It doesn't need 
Bono's money ss much anymore.*' 

West German bankers also complain that 
the Americans have been driving prices 
down to their effort to get back into the 
East Germany lending market that they 
abandoned to 1981. when Poland cast a 
shadow over all of Eastern Europe. 

Until last year West German were 
extending the East Germans primarily com- 
mercial loans, usually to be repaid after one 
year at a rate three to lour percentage 
points above Libor. However. East Germany 
extracted far better conditions from Firsi 
National Bank of Chicago when it worked 
its way beck into the market last year Pint 
Chicago offered a 975 million club loan at 
only one percentage point above Libor a 
rate that European banks thereafter were 
forced to match despite a feeling by many 
lending officers that the margin wasn't suf- 
ficient. 

wax caowroc oat 

V&. bank* are infecting money into the 
test German economy at a critical time 
East Germany considerably reduced imports 
wvwthe past three years to achieve hard 
nwrency trade surpluses and to service 
but it also dangerously reduced in- 
vestment. The result was that the technolo- 
gy gap between it and Us West European 
neighbors grew. 

Western economists expect the next East 
German five-year plan, from 1996-1990. to 
include an ambitious investment program 
particularly emphasizing purchases of Wes! 
ern technology 

This is partially a response to a Soviet ul- 
timatum that Moscow is to get Western- 
quality goods to exchange for the rtx mate- 
rials U provides Has tem Europe, or Moscow 
will reduce the amounts provided. The Sovi- 
ets warn that Soviet oil «n simply be sold 
on Western markets and the proceeds used 
to buy more advanced Western products. 

“The East Germans are the largest East 
European technology sluice and supplier for 
the Soviets.*’ says Klaus Schroeder of the 
West German government -sponsored Insti- 
tote tor Science and Policy near Munich 
“Sovi et demands have put a large amount of 
pressure on the East Germans to modernize 
their industry." 

aooc mroaMAitcx 

UJS. bankers argue that they have good 
reason to be wooing the East Germans 
First, they ay East Germany’s economic 
performance Is the best in Eastern Europe. 
Produced national income (basically, gross 
n a t i on a l product minus invoices) to 1964 
tree by 93%. compared to 4.4% the year 
before. Bet industrial production rose 9.5% 
« «*tn s > 43% In 1995. Industrial labor pro- 
ductivity increased 1.7% against 5.9% to 
1993. 

The bankers also cite e radical improve- 
ment to East Germany ! external position. 
While Bast Germany's debt to Western 
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. bank* of $10 feOlioD once cat worry-toe to 
the banka, they now place store emphasis 
Mi But Germany's buildup of deposit* In 
Western bonks to sons Mi trillion. 

•one Also argue that a double umbrella 
grists mu Bast Oermany. They nr the So- 
viets wouldn't allow their most important 
economic ally to enter into repayment diffi- 
culties Mid hence would bail the Bast Ger- 
mans out. The bankers are even more confi- 
dent about a West Oennan umbrella, fol- 
(Mring Bonn's Rtiandai intercession durins 
Bast Oermany's recent problems. 

"The proof is In the pudding." one U.S 
banker says. “Bast Germany is a solid bet. 
We have been aggressively add in g to our es- 
panne.** 

Bowrvcr. many Western experts believe 
the banks are sasking the sorts of errors 
they did when more than 400 lending insti- 
tutions preambled in the 1970s to do Polish 
busine s s. They are competing to give Best 
Germany even more cash than tt is asking 
for. yet Bast German economic reporting re- 
mains Imprecise. The hankers haven’t any 
Opedfic idea vrhat Bast Oennany intends to 
do with all the money, nor whether K can 
eventually earn the hard currency to repay 
the loans. ; 

“Bankers, leant very dovlr and forget 
very quickly says Mr. Bchroeder. a former 
bank economist 

■ays Mr. peiffert. “The economic situs 
don m gut Germany has improved, and so 
wo one should have great worries about 
the country credit*, but the tJi5 
currently aren't being prudent 
enough end should only extend credit* 
When Unktng them to qiedfic projects or to 
; plans." 


Mwta * or in the ease of kdbnnation ob- 
mteee with rwspeet to section $A of this Act. 
— ■ — the decretory of the Treasury ao de- 
termines": and 

ft! In subsection (e). by striking out “The 
■seretarr*' and kwerilng In lieu thereof 
TBxeept with regard to the authority pro 
tided under section IA(a). the Secretary"- 

dec. t. Ssrttm 14(a) of the Bxport Admin 
Istratieo Act of 1979 is amended- 

(11 by etrikirw out “and" at the end of 
paragraph tl*>; 

CS> by striking out the period at the end of 
paragraph (S0> and inserting in lieu thereof 

|mf; um| 

eg) by adding at the end thereof the fol- 
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“(10) Loans and ether transfers of espital 
to the doviet Union and iu »mi«» from 
public and eommerdal sources stgnif knotty 
tocrease the ability of those countries to 
obtain sensitive goods and technology, 
thereby damaging the security interests of 
the United States end its allies.". 

dec. S. dection I of the Export **«*»!. 
tration Act of 1079 is amended— 

(1) in paragraph (lxB>. by striking out 
“and" after the semicolon: 

(S) in paragraph (tXC>, try striking out 
the period and inserting in lieu thereof “; 
and “-.and 

U> by adding at the end of paragraph (t) 
the following: 

“(D) to restrict the export of capital the 
extension of credit, the mskfne of loons, or 
the transfer of financial resources to desti- 
nations to which export* are restricted in 
order to carry out the policy demribed In 
subparagraph (A' of this paragraph ". 

Bsc. 4. The Export Administration Act of 
1979 is amended by inserting after section $ 
the following new section: 

“carnal, eoxraou 

“dec. AA. (a) Aomoarrr.— In order to 
earn out the policy set forth in section 
B2XD) of this Act. the President may pro- 
hibit. curtail, monitor, or otherwise regulate 
the export or transfer, or partic i pa t io n In 
the export or transfer, of money or other fi- 
asset*, toetmting the making of a 
Men or the extension of credit, to the gov 
eminent any controlled country, or to 
any polities] subdivision thereof or any or- 
ganisation or aamdatton owned by or acting 
for or on behalf of such government or po- 
MUca] subdivision thereof. The authority 
contained in this ruberofinn shall be exer- 
cised by the Secretary of the Treasury, in 
aoosultation with the d ecr e tory of Defense, 
the Secretary of Commerce, and such other 
department* and agencies as the Sec reto ry 
of the Treasury shall consider appropriate. 

“«b> Maoonaticsa Wm Ora Own- 
mem.— The Sec re tory of the Tr eas ur y, to 
consultation with the d o c r et a rtm of Bute. 

Defense, and C o mmer c e , and the h ea rts of 
other appropri a te departments and agen- 
cies. shall be iwoooshlr for c o nduc t in g ne- 
gotiations with ether countries regarding 
their c ooperation with controls 
pursuant to su b se ct io n (a).”. 

Bsc. I. d e cti o n 10 of the Ex p ort 
tration Act of 1979 b amended— 

(1) In pibsecticn toXl). by striking out 
“All export bccn a r applications" and insert- 
ing to Ueu thereof "Except as provided to 
subsection (k>, all e x p o rt license applies 


“tSIl actions taken toy the President and 
the decreto ry of the Treasury to carry out 
the policies set forth in section XSKD) of 
this Act, as dssrriheit by the Becretory of 
- the Treasury to a report submitted for to 
etusioo as a part of the Secretary 's annual 
.report required by this section.". 

Sac. A dection 15 of the Export Adminis- 
tration Act of 1979 b amended by inserting 
“and the Secretary of the Treasury" after 
•^ecrelAJT* • 

dec. 9. dection 1$ of the Export Adminis 
tration Act of 1979 b amended— 

(1) in paragraph («) by striking out “and" 
liter thf semicolon: 

($> in paragraph (S> by striking out the 
pert od'and inserting in Ueu thereof s semi- 
colon: and 

CD by adding at the end thereof the fol- 


i-ST-SBcnoa Axaltexs or m 
taancut Bxroas Costs at Act 

1 gives the title of the legislation 
as the financial Export Control Act. 

Section 1 adds to the Bxport Administra- 
tion Am of 19Tb (BAA) a enuMng that loans 
and transfers of capital to the Soviet Bloc 
add to their ability to acquire aensttive 
poodi tod tectmotofy. 

•a cti o n g adds to the BAA a statement of 
policy to re strict transfers of capital to con- 
trolled countries in order to further nation- 
al security export control policies. 

•action 4 adds to the BAA s new section 
•A. authorising the President, through the 
Secretory of the Treasury, to control trans- 
fers of capital to controlled countries, and 
•beeline the Secretory of the Treasury to 
co n duc t negotiations with other countries to 
obtain cooperation on any such controls tm- 


•*§) the term 'extension of credit' includes 
loans, credit sales, the supplying of funds 
through the underwriting.' distribution, or 
acquisition of securities, the making or as 
testing to the — **"f of a direct placement, 
sr otherwise part irl paring in the offering, 
distribution, or acquisition of securities: and 
“(t) the term loan' Includes any type o! 
credi t , credit extended to Conner- 

ttan with a credit ssle ’ w 


Section Kb a conforming 
tgnatinc the Treasury Secretary as responsi- 
ble for issuing licenses that may be required 
lor capital transfers to controlled countries. 

Section f authorises the Becretory of the 
Treasury to enforce the oentrob on trans- 
fers of capital to contrvdled countries. 

Section 7 b a conforming amendment to 
the reporting provisions of the BAA. raquir- 
taf the Treasury Secretory to bsue a report 
an capital controls, as part of the annual 
export eontrob submitted to the 


($> in subsection (JXU by inserting before 
the period “. except to the ease of any li- 
cense thsi may be required pursuant to sec- 
tion tA of thb Act. tn which case the Secre- 
tary of the Treasury Brail establish such 
proced u res": and 

($> by adding at the end thereof the to) 


Section • gives the Treasury Secretary the 
authority to tome regulations. 

Section I eenUim iff fl n f t frra f 

atu 

Be tt enacted by the Senate and Bowse of 
Bepreseafettsm of the Dotted States of 
America to Ongrm assembled. That thb 
Act may be cited i 
Control Act". 

•be. A Section 2 of the 
tration Act of 1979 b amended by Adding at 
U* ttrf thereof the loDovtar 


“tkxn Any export license applica ti ons re- 
quired pursuant to section tA of thb Act 
shall be submitted by the app l i c a n t to the 
Secretary af the T r e asur y. AO dttermlna- 
ttens with r espect to any such application 
ilmD be made by the Secretary of the Troas- 


* 1 $) To the extern 
ary of the' 




the 

information 
tram the Oovern- 


af the United Sta t es < 

and operations having 
it bearing on the policy set forth 
MlXDiof thb Act”. 

Sac. A Section U of the Export Alton Inb- 
tntion Act of 1979b ineijded-^ g^y^mion 

texuttr taaerttos betor* the period the *oi- 
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ATTACHMENT C 
25 October 1985 


USSR: Declining Hard Currency Earnings 


Declining oil production in West Siberia is worsening an already poor 
outlook for Soviet hard currency exports during the rest of the 1980s. 

A slowdown in oil exports to the West could. cause a drop in 
Soviet hard currency earnings of 30 percent or more by 1990. 

The Soviets have a limited number of options to deal with reduced 
export earnings. 

Moscow could divert oil and other export goods from Eastern 
Europe and sell to the West in exchange for hard currency, but 
at the risk of alienating its allies. 

The Soviets could cut back on hard currency imports from the 
West, although imports are crucial to the development of various 
sectors of the economy such as manufacturing, agriculture and, 
notably, petroleum. 

— Moscow also could increase foreign borrowing from Western banks, 
an option it previously has taken on only a limited basis. 

Raising funds on the international capital markets would be the 
easiest of these options. 

The USSR is considered creditworthy by Western banks, relative 
to most LDC borrowers, and most banks would certainly be eager 
to take on additional Soviet exposure. 

Soviet creditworthiness could be even further enhanced by 
verification and start of development of the oil potential of 
the Barents Sea. 

Moreover, the Soviets are experienced at dealing with Western 
bankers and would probably be able to obtain very favorable loan 
terms. 

Within the past few months we have seen a rapid increase in 
borrowings by Eastern Europe. Despite difficult economic conditions in 
many of these countries. Western bankers see them as a profitable outlet 
for funds to replace credits formerly made to Latin America (see 
Attachment D). 
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National Intelligence Council 


NIC 04945-85 
2 October 1985 


MEMORANDUM FOR: 


Herbert E. Meyer 

Vice Chairman, National Intelligence Council 


FROM: 

SUBJECT: 


Acting National Intelligence Officer for Economics 
Soviet Oil: 6orbachev's Alternatives 


1. Coranunity analysis of Soviet oil problems to date has focused on 
the possibility that there would be a significant decline in Soviet oil 
production and related hard currency export earnings. 

— A March 1985 SOVA paper-used as a “worst case" scenario a 
decline in production to 11 million b/d by 1990 (from a 1983 
peak of 12.3) and a JlOUillion loss in real hard currency 
earnings, implying a reduction in total earnings of roughly 
one-third. 


In the "best case" gas scenario, natural gas exports could only 

make up a fraction of this loss. 

2. Events so far in 1985 have overtaken these "worst case" estimates. 


Oil production is running 4S» or roughly 500,000 b/d below last 
year's levels and exports to many firms in Western Europe are 
already being reduced by one-third to one-half. 


This decline in production continued throughout the summer 
despite a major effort that began early this year to repair 
out-of-service wells. Equipment shortages have prevented any 
headway in this effort. 


3 While it is still possible that Gorbachev's efforts to throw more 
resources at the problem will slow the rate of decline for a ^ me » .. 

™ consider the repercussions of e failure of this effort. The oil 
problems pose some real challenges for Gorbachev. 
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SUBJECT:, Soviet Oil: Gorbachev's Alternatives 


— Absent the oil decline, Gorbachev could have continued to use 
traditional measures to flog an additional percentage point or 
two of growth from the economy over the next year or two. This 
would have given him time to consider and, perhaps, set the 
stage for more radical systemic changes down the road. 

4. The oil decline forces his hand and, absent an unexpected 
leveling off in production, will make him consider more radical 
solutions. His options for dealing within the system seem limited. 

*— Deep-rooted problems prevent delivery of adequate equipment to 
prevent further oil production problems. On-site management 
problems compound the difficulties. 

— Similar systemic problems prevent progress at “conservation" in 
industry and the economy in general. 

Gas substitution faces the same difficulties, although we are 
less sure about the potential for further inroads here. 

— Additional cuts in oil deliveries to Eastern Europe could cause 
severe industrial problems and further injure the political 
relationship. 

5. Short of a radical military solution, Gorbachev does have some 
high-risk bureaucratic options. 

— More imports of Western equipment and the introduction of 
Western technicians and, perhaps, management in oil fields. 

— Establishment of joint ventures with Western firms in the 
Barents Sea or elsewhere. 

Enlisting Western help in gas substitution. 

6. All of these alternatives carry an indeterminate payback in 
exchange for major systemic change, however. One key theme in the past 
has been optimism over the ability of the economy to respond on its own. 
Indeed, many will feel that by taking such options now Gorbachev would be 
admitting defeat before his economic reform program even got off the 
ground. 
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SUBJECT l Soviet Oil: Gorbachev's Alternatives 


By failing to take radical action now, however, Gorbachev way be 
buying even wore serious energy problems for the future and 
Increasing the chance for a high-risk military solution. 
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